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Rudolph Technologies

Rudolph Technologies, Inc. is a worldwide leader in the design, development, manufacture and support of high-performance
process control metrology systems used by semiconductor device manufacturers. The Company provides a full-fab solution
through its families of proprietary systems for both transparent and opaque thin film measurement. Rudolph’s product
development has successfully anticipated and addressed many emerging trends that are d(/v/ng the semiconductor
industry’s growth. These include the need to measure metal films non-destructively, the evolution to copper interconnect
lines, the progression to 300mm wafer size, and the emergence of ultra-thin gate process control. With new products

driving Rudoiph’s growth, the Company remains focused on developing leading-edge metrology products, processes

and services through aggressive research and development.

Measuring

DUCCESS




1999 2000 2001

{in thousands, except share and per share data)

Revenues $38,095 $88,107 $ 79,398
Cost of revenues 18,301 41,854 39,798
Gross profit 19,794 46,253 39,600
Operating expenses 15,027 23,824 24,135
Operating income 4,767 22,429 15,465
Net income per diluted share 0.22 1.49 0.71
Pro forma net income per diluted share* 0.14 0.88 0.71
Weighted average shares 10,431,477 15,805,188 16,531,461

*Pro forma information excludes certain tax adjustments and nonrecurring items.

Year End Status _
Cash and cash equivalents $35,076 $29,736 $ 94,642

Working capital 49,217 70,122 128,647
Total assets 64,947 98,664 147,798
Stockholders’ equity 57,610 83,508 142,150
Average System Book Value per Share
Revenue Selling Price at Year End
(dollars in millions) (dollars in thousands) (dollars)

2001 o $79.4 200 o $875 2001 o $8.81
000 $881 2000 $716 000 $5.62
1989 $38.1 1988 $695 1988 $3.92
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The Wyolutiomn fom Aleminm

ur goal in 20071 was to maintain Rudolph’s technical leadership position while continuing to cutper-

form the overall semiconductor capital equipment market. | am pleased to report we met those goals

while remaining profitable in each and every quarter despite a very challenging business environ-

J

new product families, one for transparent metrology, the other for opaque metrology. Qur operating

ment. Moreover, we expanded Rudolph’s already “best-of-breed” technology by introducing two

and financial performance in 2001 reinforced Rudolph's standing as one of the best-positioned companies in the
production metrology sector of the semiconductor capital equipment market. For the year, our revenue totaled
$79.4 million, and net income was $11.7 million, or $.71 per diluted share.

During the year, Rudolph was recognized for its industry leadership and financial performance by one of the
most respected institutions in the investment community. Standard & Poor’s added us to the S&P SmallCap 600
Index. We have worked hard to grow our business and deliver strong earnings and return on equity for our share-
holders. Shareholders’ equity increased 70% to $142.2 million.

Despite the macroeconomic and geopolitical events of 2001, we remained focused on increasing Rudolph's
market share. We accomplished this by addressing groundbreaking trends—the transition from aluminum intercon-
nect wiring to copper interconnect, which significantly increases chip speed and reduces power draw; the move to
300mm wafers, which offers a cost savings of between 30 and 40 percent over 200mm wafers; the development
of 0.13 micron and smaller features, which increases the need for thinner, more uniform film layers; and finally, the
challenges of new materials, particularly transistor gate dielectric materials and advanced low-k dielectrics.

This has created unprecedented chalienges and growth cpportunities in thin film metrology for Rudolph, which
is reaffirmed by the fact that 756% of 2001 sales were from our MetaPULSE® and MatrixMetrology™ products.

We believe our unique MetaPULSE tools have become the industry stan-
dard for copper measurement metrology. Overall, 24 of the 32 Rudolph cus-
tomers now using MetaPULSE tools are using our copper and copper-ready
models. This represents nearly all of the device manufacturers who are making
copper interconnect a part of their chip-development roadmap. Thirty-six cus-
tomers have purchased our MatrixMetrology tools for their most challenging
leading-edge transparent film applications.

Another indication of our leadership position is the fact that we have design
wins for our 300mm tools at 20 different customers. This number includes
wins for both our MatrixMetrology transparent family of products as well as our

MetaPULSE products. We expect these design wins in both product areas to

result in volume orders when the industry renews its growth cycle,
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Additionally, our growth strategy continues to be to invest in new products during industry downturns, And
in keeping with Rudolph’s commitment to drive R&D to meet trends as soon as they emerge, we introduced two
new families of tools designed 1o help chipmakers meet metrology roadblocks identified in the ITRS Roadmap
through 2005 and beyond. These two MatrixMetrology tools, the MetaPULSE-II™ and the S200/S300-u/tra™,
incorporate technological breakthroughs that will allow us to strengthen Rudolph's position as a leading supplier of
non-destructive in-line metrology tools for both multi-layer transparent and metal films,

As a result of our ability to develop and deliver leading-edge products, we have long held the belief that Rudolph
would be one of the last semiconductor equipment companies to be affected by a downturn—we were.

More importantly, Rudolph continues to win business at the engineering level. We have done this by developing
technologies specifically designed to meet critical metrology roadmap requirements. In doing so, we believe

we have clearly positioned Rudolph to be one of the first companies to benefit

in an up cycle, when device companies will increase spending for advanced
manufacturing technology. Furthermore, the investments we made in our
infrastructure and manufacturing capabilities allow Rudolph to be in a stronger
position for the industry’s recovery.

On behalf of the Board of Directors, | extend sincere appreciation to
our dedicated employees worldwide. Your extraordinary commitment and
knowledge provide the competitive edge that is the foundation Rudolph needs
for future success. 1 also extend thanks to

our customers, shareholders, and suppliers for

your support during 2001 and your continued
belief in Rudolph in 2002,

Sincerely yours,

W

Paul F. McLaughlin
Chairman and Chief Executive Officer
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Building an Infrastructure

or Ihituure Grronoith

N Rudolph Technologies' growth strategy is to invest in R&D during an industry downturn, in order to be one
’ \\ of the first beneficiaries of a recovery in demand for semiconductor capital equipment. By working in

close collaboration with our customers, which include 13 of 15 of the largest device manufacturers

\\: worldwide, Rudolph has distinguished itself in its ability to anticipate the price, performance and func-
N tionality requirements of the leading semiconductor device manufacturers. Consistently first to market,

Rudolph is a true technical leader, as our products are specifically designed to provide the right

tools and processes to meet metrology roadmap requirements spelled out in the International

Technology Roadmap for Semiconductars (ITRS) far chip manufacturers worldwide.
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The semiconductor industry stands poised at the threshold of groundbreaking trends—the evolution from
aluminum interconnect wiring to copper interconnect, which significantly increases chip speed and reduces power
draw; the move to 300mm wafers, which offers a cost saving of between 30 and 40 percent versus 200mm; and
the development of 0.13 micron and smaller features, which increases the need for thinner, more uniform film
layers—particularly with transistor gate dielectric materials. While these trends revolutionize chip manufacturing, they
create unprecedented challenges in metrology for semiconductor capital equipment companies,

Rudolph has had the technological foresight to invest in process critical R&D, often before these trends emerged.
This provides significant competitive advantages in some of the industry’s fastest growing markets.

Rudolph's R&D expenses for 2001 totaled $11.6 million, which was a 28.9% increase from 2000. R&D repre-
sented 14.6% of revenue, compared to 10.2% in the previous year. The year-over-year increase was due to our
investment in the development of two new families for our MatrixMetrology products. We continue to increase our
market share by designing and delivering leading-edge tools that improve application development time and tool cost
of ownership. We have additionally created metrology that will save chipmakers money by providing on-product
measurement, allowing for the reduction of capacity consuming monitor wafers. Furthermore, increased metrology
generates additional profit as the early detection of yield-robbing process problems recaptures production opportuni-
ties. As evidence of Rudolph's leading-edge tools, new product sales for 2001 represented 75% of total revenue.

Additionally, Rudolph enhanced its infrastructure by implementing a new online enterprise resource planning
system and expanded its manufacturing facilities, which increased the Company’'s monthly production capacity.
In 2001, we increased our manufacturing capacity by approximately 40%. As a result, when end-user demand rises
and device manufacturers increase spending for enabling new process technology, Rudolph will be well positioned to

take advantage of the opportunity.

RU@@M@P@?S investments in R(@Dﬁ

INJrastructure and MANUJACIUrinNg

facilities p@SﬂM@H the Company

beneficiaries of the
INAUSTry’s
recovery
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Meeting Our Customers’

N Rudolph’s success lies in our ability to design leading-edge tools that meet
N the critical drivers spelled out by the International Technology Roadmap

\\% : \\ y for Semiconductors (ITRS) for device manufacturers worldwide. These
R N
\\;\f ‘\/ technological breakthroughs allow us to strengthen our position as the supplier

NS

of choice for non-destructive, in-line metrology tools for both multi-layer transpar-

ent and multi-layer metal films.

industry standard for metal film metrology. As a result of the experience gained from over
200 customer years of collaborating with major logic, ASIC, and memory chip manufacturers
worldwide, we introduced the MetaPULSE-l metal-film metrology system, the second gen-
eration of Rudolph’s unigue PULSE Technology™.

New capabilities of the MetaPULSE-Il enable effective opague

film metrology for barrier/seed and electrodeposited

copper on the low-k and ultra low-k ILD materials that

| The success of the first generation of Rudolph's MetaPULSE technology has made it the
I will be used in future-generation semiconductors.
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It also provides advanced means for measuring dishing and erosion on fine line structures during CMP of electro-
deposited copper films. An additional benefit of the MetaPULSE-Il is the built-in visible reflectometer, which is
Rudolph’s first multi-technique measurement system to respond to the trend toward convergence of transparent and
metal film measurement requirements for the most advanced metrology applications.

The S200/S300-ultra series is the next generation of Rudolph’s S200/S300™ transparent film metrology system
released in 2000. It also meets a critical industry need by providing a robust and highly repeatable means of control-
ling integrated ultra-thin polysilicon over gate film stacks produced by new gate-stack cluster tools.

Gate metrology has been Rudolph’s established area of excellence, having the largest instalied base of ellipsometers
with over 2,600 tools shipped. Many are used to measure the thinnest films found in the diffusion bay in a fab.

The S-uftra series of transparent film measurement tools incorporates a new ellipsometer with advanced measure-
ment capabilities that we expect will allow us to keep our number one position in the diffusion bay. We are addition-
ally encouraged as metrology market requirements for sub-20 Angstrom gates move towards Rudolph’s sweet
spots of ultra-repeatable, ultra-thin, ultra-reliable transparent film measurement.

Rudolph ended 2001 with a total of 32 customers who purchased MetaPULSE tools in order to meet aluminum
and copper metrology needs for leading-edge devices. Additionally, 36 customers have purchased Rudolph's
MatrixMetrology tools for leading-edge transparent film applications.

As a result of Rudolph's ability to develop and deliver leading-edge products, we believe nearly all of the device man-
ufacturers developing copper processes are making Rudolph's MetaPULSE metal interconnect metrology tools a part of
their chip development roadmap. Strategically

positioned for growth, Rudolph will remain a

technical leader, as we continue designing

products that meet our customers’ challenges.

tudolph
s achieving
its (JOB)

of making its
tools a
required purchase.
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The unprecedented geopolitical and macroeconomic events of 2001 created a challenging business environment
for the semiconductor industry. Nevertheless, Rudolph achieved significant milestones during the year.

Rudolph's greatest accomplishment was not a single event or contract, but rather was the Company's ability to
deliver new leading-edge metrology tools while maintaining profitability every quarter throughout 2001. As a result,
Rudolph’s 2001 net income was $11.7 million, or $.71 per diluted share.

This was made possible through our vision of developing tools specifically designed to help chipmakers overcome
metrology roadblocks identified in the {TRS through 2005 and beyond. Rudolph's ahead-of-the-roadmap products allow
our customers to make a purchase with complete technical confidence, essential as device companies increase spend-
ing for advanced manufacturing processes driven by end user demand. We further managed our profitability during this
challenging period by implementing certain cost-cutting initiatives. Leading companies control expenses at reduced

sales levels—clearly, Rudolph is one of them.

OCther 200171 milestones:

RUDOLPK WAS RECOGNIZED for its leadership and performance by one of the most respected financial institutions in
the investment community, Standard & Poor’s, by being added to the S&P SmallCap 600 Index.

RUDOLPH RECEIVED [TS 70T ORDER for its copper MetaPULSE technology. The order was placed by one of Taiwan's
leading foundry companies in July.

RUDCLPH INTRODUCED METARPULSE-I, a completely re-designed, second-generation MetaPULSE system for
200mm or 300mm wafers., Rudolph remains the only company to ship the unique PULSE Technology based tools
that enable semiconductor manufacturers to deal with the metrology challenges of measuring multi-layer metal films

non-destructively on product wafers. This technology is enabling manufacturers to -
HRIEN Dmvoa

characterize and ramp up copper interconnect processes.

RUDCLPH INTRODUCED A NEW METRCLOGY SYSTEWM for transparent films, the
S200-uftra and S300-uftra Laser Spectroscopic Ellipsometer for 200mm or 300mm

wafers. It is built on a versatile metrology platform, which is extendable to next-
generation device metrology. This system is the latest in Rudolph’s MatrixMetrology
line and brings the Company one step closer to providing film metrology capabilities
for every process used in semiconductor production from transistor gate forma-

tion through completed integrated circuits.
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| Management’s Discussion and Analysis of Financial Condition and Resulls of Operations

OVERVIEW

We are a worldwide leader in the design, development, manu-
facture and support of process control metrology systems used
in semiconductor device manufacturing. Our proprietary systems
measure the thickness and other properties of thin films applied
during various steps in the manufacture of integrated circuits,
enabling semiconductor device manufacturers 1o improve yields and
reduce overall production costs. We provide our customers with a
flexible full-fab metrology solution by offering families of systems
that meet their transparent and opague thin film measurement
needs in various applications across the fabrication process. Our two
primary families of metrology sclutions offer leading-edge metrology
technology, flexible systems cost-effectively designed for specific
manufacturing applications and a common production-worthy
automation platform, all backed by worldwide support.

Historically, a significant portion of our revenues in each quarter
and year has been derived from sales to relatively few end user
customers, and we expect this trend to continue*. In 1899, 2000
and 20017 sales to end user customers that individually represented
at least five percent of our revenues accounted for 49.3%, 27.8%
and 42.5% of our revenues. In 1999, 2000 and 2001 sales to Intel
accounted for 31.2%, 19.4% and 33.4% of our revenues.

In addition, a significant portion of our revenues in each quarter
and year has been derived from sales to particular distributors.
These distributors purchase our products for ultimate distribution
to customers in particular geographic regions. In 1999, sales to
Tokyo Electron Limited, or TEL, our exclusive distributor in Japan,
and to distributor Metron Technology accounted for 6.3% and
5.8% of our revenues. In 2000 and 2001, sales to TEL accounted
for 21.9% and 14.8% of our revenues. We terminated our distri-
bution agreement with Metron in August 1999. Currently, the

_only distributor we use is TEL. We expect that sales to TEL will
continue to account for a significant portion of our revenues for at
least the next several years*.

We do not have purchase contracts with any of our customers
or distributors that obligate them to continue to purchase our
products, and they could cease purchasing products from us at
any time. A delay in purchase or cancellation by any of our large
customers could cause quarterly revenues to vary significantly. In
addition, during a given quarter, a significant portion of our revenues
may be derived from the sale of a relatively small number of
systems. Our transparent film measurement systems range in
price from approximately $200,000 to $1.0 million per system and
our opaque film measurement systems range in price from
approximately $900,000 to $1.8 million per system. Accordingly, a
small change in the number of systems we sell may also cause
significant changes in our operating results. Because fluctuations
in the timing of orders from our major customers or distributors
or-in the number of our individual systems we sell could cause
our revenues to fluctuate significantly in any given quarter or year,
we do not believe that period-to-period comparisons of our financial
results are necessarily meaningful, and they should not be relied
upcn as an indication of our future performance.

A significant portion of our revenues has been derived from
customers outside of the United States, and we expect this trend
to continue. In 1999, approximately 52.9% of our revenues were
derived from customers outside of the United States, of which
28.3% were derived from customers in Asia and 19.9% were
derived from customers in Europe. in 2000, approximately 54.7%
of our revenues were derived from customers outside of the
United States, of which 39.5% were derived from customers in
Asia and 12.1% were derived from customers in Europe. In 2001,
approximately 53.7% of our revenues were derived from cus-
tomers outside of the United States, of which 36.6% were
derived from customers in Asia and 14.5% were derived from
customers in Europe. Substantially all of our revenues to date
have been denominated in United States dollars.

The sales cycle for our systems typically ranges from six to 15
months, and can be longer when our customers are evaluating new
technology. Due to the length of these cycles, we invest significantly
in research and development and sales and marketing in advance
of generating revenues related to these investments. Additionally,
the rate and timing of customer orders may vary significantly
from month to month. Accordingly, if sales of our products do not
occur when we expect, and we are unable to adjust our estimates
on a timely basis, our expenses and inventory levels may increase
relative to revenues and total assets.

RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, our state-
ments of income data as percentages of our revenues. Qur results
of operations are reported as one reportable business segment.

Year Ended December 31,
1999 2000 2001

Revenues .......ccocvvinnccn i 100.0% 100.0% 100.0%
Cost of revenues ........ccceeeioiiinnn. 48.0 475 50.1
Gross profit...cceeeeiiiiiiieieie 52.0 52.5 49.9
Operating expenses:
Research and development .......... 13.1 10.2 14.7
Selling, general and
administrative .........o.coeveeeeeienns 25.2 16.4 15.3
AmMOrtization ......ccceeviieiiivenv e 1.1 0.4 0.4
Total operating expenses ...... 39.4 27.0 30.4
Operating iNCOMEe.......ccceeeviriinnnn. 12.5 255 19.5
Interest expense (income)
and other, net..........ccceeiiviiinnn, 9.6 (2.5) {3.5)
Income before provision (benefit)
for income taxes, extraordinary
item and cumulative effect of a
change in accounting principle....... 29 28.0 23.0
Provision {benefit) for
INCOME TAXES .ooveieerieiiiiieeicen (5.7) (0.5) 8.2
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Year Ended December 31,
1999 2000 2001

Income before extraordinary item

and cumulative effect of a change

in accounting principle .................. 8.6 285 14.8
Extraordinary item ......ccoooeoiiviennin, 1.1 — -
Cumulative effect of

accounting change .......ccccoeveee. — 1.7 -
NEt INCOME ... ivieciir e 7.5 26.8 14.8
Preferred stock dividends ............... 1.3 — —

Net income available to

commen stockholders ... 6.1% 26.8% 14.8%

RESULTS OF OPERATIONS 1999, 2000 AND 2001

Revenues. Our revenues are derived from the sale of our
metrology systems, services and spare parts. Our revenues were
$38.1 million, $88.1 million and $79.4 million in the years 1999,
2000 and 2001. These changes represent an increase of 131.2%
from 1999 to 2000 and a decrease of 9.9% from 2000 to 2001.
The increase in revenues from 1999 to 2000 was primarily due to
increases in unit volume shipments to existing customers and
expanded sales of our 300 millimeter and copper products,
partially offset by the impact of the new accounting method for
revenue recognition. The decrease in revenues from 2000 to
2001 was primarily due to an industry-wide slowdown in demand
for semiconductor devices and equipment. This resulted in a
decrease in orders for our products as well as postponements and
cancellations of existing orders. Revenues from customers outside
of the United States represented 52.9%, 54.7% and 53.7% of
our revenues in 1999, 2000 and 2001. Revenues from customers
outside of the United States increased as a percentage of revenues
from 1999 to 2001 as a result of increased sales to existing cus-
tomers in Europe and Asia. We expect that revenues generated
from customers outside of the United States will continue to
account for a significant percentage of our revenues®.

Cost of Revenues and Gross Profit. Cost of revenues consisis
of the labor, material and overhead costs of manufacturing our
systems, spare parts cost and the cost associated with our
worldwide service support infrastructure. Our gross profit was
$19.8 million, $46.3 million and $39.6 million in 1999, 2000 and
2001. These changes represent an increase of 133.8% from 1999
to 2000 and a decrease of 14.4% from 2000 to 20071. Our gross
profit represented 52.0%, 52.5% and 42.9% of our revenues in
1999, 2000 and 2001. The increase in gross profit margin from
1999 to 2000 resulted from improved manufacturing efficiencies
due to outsourcing and cycle time reduction initiatives and higher
revenues, which cover a larger portion of fixed costs. The
increase in gross profit dollars was the result of higher unit sales.
There can be no assurances that our outsourcing and cycle time
reduction initiatives will be effective or materially increase our
gross profit margins. The decrease in gross profit margin from
2000 to 2001 was primarily due to a decrease in business volume,
which resulted in customer support and fixed manufacturing
costs being a higher component of a lower revenue base.

Research and Development. The thin film transparent and
opaque process control metrology market is characterized by
continuous technological development and product innovations.
We believe that the rapid and ongoing development of new products
and enhancements to existing products, including the transition
to copper and low-k dielectrics, the progression to 300mm
wafers, the continuous shrinkage in critical dimensions, and the
gvolution of ultra-thin gate process control, is critical to our success.
Accordingly, we devote a significant portion of our technical,
management and financial resources to research and develop-
ment programs. Research and development expenditures consist
primarily of salaries and related expenses of employees engaged
in research, design and development activities. They also include
consulting fees, prototype equipment expenses and the cost of
related supplies. Our research and development expenditures
were, $5.0 million, $9.0 million and $11.6 million in 1999, 2000
and 2001. These changes represent an increase of 80.3% from
1999 to 2000 and an increase of 28.9% from 2000 to 2001.
Research and development expenditures represented 13.1%,
10.2% and 14.6% of revenues in 1999, 2000 and 2001. The
increase in research and development expenses from 1899 to
2000 and from 2000 to 2001 resulted from higher personnel
costs, parts costs associated with new product development and
engineering facilities expansion.

Selling, General and Administrative. Selling, general and
administrative expense is primarily comprised of salaries and
related costs for sales, marketing, and general administrative
personnel, as well as commissions, and other non-personne!
related expenses. Our selling, general and administrative expense
was $9.6 millicn, $14.5 million and $12.2 million in 1999, 2000
and 2001. These changes represent an increase of 50.8% from
1999 to 2000 and a decrease of 15.8% from 2000 to 2001.
Selling, general and administrative expense represented 25.2%,
16.4% and 156.3% of revenues in 1999, 2000 and 2001. The
increase from 1999 to 2000 resulted from increased commissions,
higher personnel related costs and the commencement of certain
infrastructure projects. The decrease from 2000 to 2001 resulted
from lower commissions, the completion of certain infrastructure
projects in prior pericds and cost reduction initiatives.

Amortization. Amortization expense is related to the core
technology and goodwill we acquired from our predecessor
company in 1996. Qur expense for amortization was $0.4 million
in 1999 and $0.3 million in 2000 and 2001.

Interest Expense (Income) and Other, Net. In 1999 interest
expense, net of interest income of $0.3 million, was $3.7 million.
in Novermber 1999, we retired ali of our outstanding debt with a
portion of the proceeds of our initial public offering. In 2000, interest
income was $2.2 million as we invested the net proceeds from
our initial public offering. In 2001, interest income increased to
$2.8 million resulting from investing the net proceeds from our
follow-on public offering in February 2001. Included in other
income is miscellaneous nonrecurring income resulting from the
disposal of capital equipment and several other nonrecurring
transactions. Other income was $21,000 in 1999 and $1,000 in
both 2000 and 2001.
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Provision (Benefit) for Income Taxes. We use the liability
method of accounting for income taxes prescribed by Statement
of Financial Accounting Standards No. 109, Accounting for
Income Taxes. Our provision (benefit) for income taxes was a
benefit of $2.2 million in 1999, a benefit of $0.4 million in 2000
and a provision of $8.5 million in 2001. Our effective tax rate was
{200%), (2%) and 36% in 1998, 2000 and 2001, respectively.
During 1998, the net deferred tax asset was reduced to zero with
a valuation allowance as a result of recurring losses and with the
uncertainty regarding our ability to generate sufficient taxable
income. In 1999 and 2000, based on industry and internal forecasts
combined with the successful completion of our initial public
offering and the reduction of debt, we reduced the deferred tax
valuation allowance by $2.8 million and $8.6 million, for certain
deferred tax assets that more likely than not would be realized.
We computed our effective tax rate for 2001 on prevailing federal
and state rates adjusted for research and development tax credits
and income derived from tax exempt interest.

Extraordinary Item. Qur extraordinary item in 1999 resulted
from the write-off of deferred financing costs related to the
early extinguishment of debt in the amount of $427,000, net of
tax of $5,000.

Change in Accounting Principle. Effective January 1, 2000,
we changed our method of accounting for revenue recognition
to comply with Securities and Exchange Commission’s Staff
Accounting Bulletin No. 101, Revenue Recognition in Financial
Statements ("SAB 101"). Revenue is now recognized upon ship-
ment provided that there is persuasive evidence of an arrangement,
delivery has occurred, the sales price is fixed or determinable,
and collection of the related receivable is reasonably assured.
Certain sales of our products are sold and accounted for as multiple
element arrangements, consisting of the sale of the product and
installation. We generally recognize revenue upon delivery of the
product, which is prior to installation, as the actions required to
perform the installation are deemed to be perfunctory. Installation
is deemed to be perfunctory based on our sales and installation
history for similar products and customers and the fact that other
vendors can and have performed the installation. When customer
acceptance is subjective and not obtained prior to shipment, we
defer a portion of the product revenue until such time as positive
affirmation of acceptance has been obtained from the customer.
Customer acceptance is generally based on our products meeting
published performance specifications. The amount of revenue
allocated to the shipment of products is done on a residual method
basis. Under this method, the total arrangement value is allocated
first to undelivered contract elements, based on their fair values,
with the remainder being allocated to product revenue. The fair
value of installation services is based upon billable hourly rates
and the estimated time to complete the service. Revenue related
to undelivered installation services is deferred until such time as
installation is completed at the customer’s site. Previously, we had
recognized revenue upon shipment of equipment to customers,
which usually preceded installation and final customer acceptance,
provided final customer acceptance and collection of the related
receivable were probable.

The effect of the change was to increase revenue by $4.2
million for the year ended December 31, 2001 and decrease
revenue by $2.1 million for the year ended December 31, 2000.
The deferred revenue balance to be recognized in future periods
as of December 31, 2001 was $0.2 million.

Preferred Stock Dividends. We accrued cumulative dividends
on our 8% preferred stock of $0.5 million in 1999. In November
1999, we retired all of our outstanding preferred stock with a
portion of the proceeds of our initial public offering and paid all
accrued dividends.

LIQUIDITY AND CAPITAL RESOURCES

We increased our cash and cash equivalents from $29.7 million at
December 31, 2000 to $94.6 million at December 31, 2001. Our
financial condition remained strong with working capital of $70.1 mil-
lion and $128.6 million at December 31, 2000 and 2001, respectively.

Typically during periods of revenue growth, changes in accounts
receivable and inventories represent a use of cash as we incur costs
and expend cash in advance of receiving cash from our customers.
Similarly, during periods of declining revenue, changes in accounts
receivable and inventories represent a source of cash as inventory
purchases decline and revenue from prior periods is collected.

Net cash used in operating activities was $0.7 million and $4.6
million in 1999 and 2000. Net cash provided by operating activities
was $23.0 in 2001. The use of cash in operating activities during
1999 and 2000 was primarily the result of having to fund an
increase in accounts receivable and an increase in inventories,
offset by net income. Net cash provided by operating activities in
2001 was primarily due to net income combined with a decrease
in accounts receivable.

Net cash used in investing activities was $1.0 million, $1.4 million
and $2.4 million in 1999, 2000 and 2001. Capital expenditures for
1999 were primarily used to establish our new manufacturing and
customer training facility in New Jersey. Capital expenditures for
2000 were primarily used for the purchase and installation of
enterprise resource planning software, computer equipment nec-
essary for our operations and costs associated with renovations
to our corporate headquarters. Capital expenditures for 2001 were
primarily used for renovations to our corporate facility and upgrades
10 existing computer systems. Capital expenditures over the next
twelve months are expected to be approximately $1.5 million.*

Net cash provided by financing activities was $36.3 million,
$0.7 million and $44.4 million in 1999, 2000 and 2001. In
November 1999, we completed the initial public offering of
5,520,000 shares of our common stock at $16.00 per share. Net
proceeds to us after the underwriting discount and other fees
amounted to $80.8 million. We used a portion of these funds to
retire all outstanding long-term debt and repay outstanding pre-
ferred stock. In 2000, net cash provided by financing activities
equaled the cash proceeds received by us when our employees
exercised stock options and participated in the employee stock
purchase plan. In February 2001, we completed the follow-on
public offering of 1,000,000 shares of our common stock at $45.00
per share. Net proceeds to us after the underwriting discount and
other fees amounted to $42.0 million. In addition, we received
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cash proceeds of $2.3 million from stock option exercises and
participation in our employee stock purchase plan.

We believe that our cash and cash equivalents and cash fiow
from operations, will be adequate to meet our anticipated cash
needs for working capital and capital expenditures needs for at
least the next twelve months*. Any significant acquisitions by us
may require additional equity or debt financing to fund the purchase
price, if paid in cash. There can be no assurance that additional
funding will be available when required or that it will be available
on terms acceptable to us.

CRITICAL ACCOUNTING POLICIES

Management's discussion and analysis of our financial condi-
tion and results of operations are based upon our consoclidated
financial statements, which have been prepared in accordance
with accounting principles generally accepted in the United
States of America, We review the accounting policies we use in
reporting our financial results on a regular basis. The preparation
of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities,
revenues and expenses and related disclosure of contingent
assets and ligbilities. On an ongoing basis, we evaluate our esti-
mates, including those related to accounts receivable, invento-
ries, intangible assets, income taxes and warranty obligations.
We base our estimates on historical experience and on various
other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making
judgments abcout the carrying value of assets and liabilities that
are not readily apparent from other sources. Results may differ
from these estimates due to actual outcomes being different
from those on which we based our assumptions. These esti-
mates and judgments are reviewed by management on an ongo-
ing basis, and by the Audit Committee at the end of each quarter
prior to the public release of our financial results. We believe the
following critical accounting policies affect our more significant
judgments and estimates used in the preparation of our consoli-
dated financial statements.

Revenue Recognition. Effective January 1, 2000, we
changed our method of accounting for revenue recognition to
comply with Securities and Exchange Commission Staff
Accounting Bulletin No. 101, Revenue Recognition in Financial
Statements. Revenue is recognized upon shipment provided that
there is persuasive evidence of an arrangement, delivery has
occurred, the sales price is fixed or determinable, and collection
of the related receivable is reasonably assured. Certain sales of
our products are sold and accounted for as multiple element
arrangements, consisting of the sale of the product and installa-
tion. We generally recognize revenue upon delivery of the prod-
uct, which is prior to installation, as the actions required to
perform the installation are deemed to be perfunctory. Installation
is deemed to be perfunctory based on our sales and installation
history for similar products and customers and the fact that other
vendors can and have performed the installation. If the historical
data we use to determine the perfunctory nature of installation is
incorrect, we may have to recognize revenue at a later date.
When customer acceptance is subjective and not obtained prior

to shipment, we defer a portion of the product revenue until such
time as positive affirmation of acceptance has been obtained
from the customer. Customer acceptance is generally based on
our products meeting published performance specifications. The
amount of revenue allocated to the shipment of products is done
on a residual method basis. Under this method, the total arrange-
ment value is allocated first to undelivered contract elements,
based on their fair values, with the remainder being allocated to
product revenue. The fair value of installation services is based
upon billable hourly rates and the estimated time to complete the
service. Revenue related to undelivered installation services is
deferred until such time as installation is completed at the cus-
tomer’s site.

Allowance for Doubtful Accounts. We maintain allowances
for doubtful accounts for estimated losses resulting from the
inability of our customers to make required payments. We specif-
ically analyze accounts receivable and anzlyze historical bad
debts, customer concentrations, customer credit-worthiness, cur-
rent economic trends and changes in our customer payment
terms when evaluating the adequacy of the allowance for doubt-
ful accounts. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to make pay-
ments or our assumptions are otherwise incorrect, additional
allowances may be required.

Excess and Obsolete Inventory. \We write down our excess
and obsolete inventory equal to the difference between the cost
of inventory and the estimated market value based upon assump-
tions about future product life-cycles, product demand and mar-
ket conditions. If actual product life-cycles, product demand and
market conditions are less favorable than those projected by
management, additional inventory write-downs may be required.

Warranties. We provide for the estimated cost of product
warranties at the time revenue is recognized. While we engage in
product guality programs and processes, our warranty obligation
is affected by product failure rates, material usage and service
delivery costs incurred in correcting a product failure. Should
actual product failure rates, material usage or service delivery costs
differ from our estimates, revisions to the estimated warranty
liability would be reguired.

Accounting for Income Taxes. As part of the process of
preparing our consolidated financial statements, we are required
to estimate our actual current tax exposure together with our
temporary differences resulting from differing treatment of items
for tax and accounting purposes. These temporary differences
result in deferred tax assets which are included within our consol-
idated balance sheet. We must then assess the likelihood that
our deferred tax assets will be recovered from future taxable
income and to the extent we believe that recovery is not likely,
we must establish a valuation allowance. Significant management
judgment is required in determining our provision for income
taxes, our deferred tax assets and any valuation allowance
recorded against our deferred tax assets. At December 31, 2001,
we had no valuation allowance established against our deferred
tax assets. The valuation allowance is based on our estimates of
taxable income by jurisdiction in which we operate and the pericd
over which our deferred taxes will be recoverable. In the event
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that actual results differ from these estimates or we adjust these
estimates in future periods, we may need to establish a valuation
allowance which could materially impact our financial position and
results of operations.

IMPACT OF RECENT ACCOUNTING PRONOUNCEMENTS

In July 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standard No. 141
("SFAS No. 141"), Business Combinations (effective July 1,
2001) and Statement of Financial Accounting Standard No. 142,
("SFAS No. 142"), Goodwill and Other Intangible Assets (effective
for the Company on January 1, 2002). SFAS No. 141 prohibits
pooling-of-interests accounting for acquisitions. SFAS No. 142
specifies that goodwill and some intangible assets will no longer
be amortized but instead will be subject to periodic impairment
testing. We do not expect the adoption of SFAS No. 142 1o have
a significant impact on our financial position and results of opera-
tions. Amortization of goodwill was immaterial for the year ended
December 31, 2001.

In August 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standard No. 143 ("SFAS
No. 143"), Accounting for Asset Retirement Obligations (effective
for fiscal years beginning after June 15, 2002). SFAS No. 143
addresses accounting and reporting for obligations associated
with the retirement of tangible long-ived assets and retirement of
assets. We do not expect the adoption of SFAS No. 143 to have a
significant impact on our financial position and results of operations.

In October 2001, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standard No. 144
("SFAS No. 144"}, Accounting for the Impairment or Disposal of
Long-Lived Assets. SFAS No. 144 changes the accounting for
long-lived assets by requiring that all long-lived assets be measured
at the lower of carrying amount or fair value less cost to sell, whether
reporting continuing operations or in discontinued operations.
SFAS No. 144, which replaces SFAS No. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets
to Be Disposed Of, is effective for fiscal years beginning
after December 15, 2001. We do not expect the adoption of
SFAS No. 144, which is effective for the Company as of January 1,
2002, to have a significant impact on our financial position and
results of operations.

QUANTITATIVE AND QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Interest Rate Risk

Our exposure to market risk for changes in interest rates relates
primarily to our investment portfolio. We do not use derivative
financial instruments in our investment portfolio. We place our
investments with high credit quality issuers and by policy, are
averse to principal loss and ensures the safety and preservation of
our invested funds by limiting default risk, market risk and reinvest-
ment risk. As of December 31, 2001, our investments consisted
primarily of commercial paper and municipal securities that mature
in less than three months.

Foreign Currency Risk

We do not use foreign currency forward exchange contracts
or purchased currency options to hedge local currency cash flows
or for trading purposes. All sales arrangements with international
customers are denominated in U.S. dollars. We have branch opera-
tions in Taiwan, Singapore and Korea and a wholly-owned subsidiary
in Europe, which are subject to currency fluctuations. These foreign
branches are limited in their operations and level of investment so
that the risk of currency fluctuations is not expected to be material.

CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING STATEMENTS

Certain statements in this Annual Report, including those
concerning our expectations of our leadership position in an
industry recovery, future sales, gross profits, research, develop-
ment and engineering expenses, selling, general and administra-
tive expenses, product introductions and cash requirements, are
forward-looking statements. The statements contained in this
Annual Report that are not purely historical are forward-looking
statements within the meaning of Section 27A of the Securities
Act and Section 21E of the Exchange Act. In addition, we may,
from time to time make oral forward-locking statements. These
forward-locking statements include but are not limited to those
identified in this report with an asterisk (*) symbol. Additional
forward-looking statements may be identified by the words
“anticipate,” “believe,” “expect,” “intend,” "will” and similar
expressions, as they relate to us or our management,

The forward-looking statements contained herein reflect our
current views with respect 1o future events and are subject to
certain risks, uncertainties and assumptions. Actual results may
differ materially from those projected in such forward-looking
statements for a number of reasons including the following:
variations in the level of orders which can be affected by general
economic conditions and growth rates in the semiconductor man-
ufacturing industry and in the markets served by our customers, the
international economic and political climates, difficulties or delays
in product functionality or performance, the delivery performance
of sole source vendors, the timing of future product releases, failure
to respond adequately to either changes in technology or customer
preferences, changes in pricing by us or our competitors, ability
to manage growth, risk of nonpayment of accounts receivable or
changes in budgeted costs. For a more complete discussion of
these factors, please refer to the Business section of our Annual
Report on Form 10-K for the year ended December 31, 2001, and
our other public offerings.
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Consolidated Balance Sheets

]

December 31,

{In thousands, except share and per share data) 2000 2001
ASSETS
Current assets:
Cash and CaSh BQUIVAIENTS ...ttt et et ettt et et e e et e et $29,736 $ 94,642
Accounts receivable, less allowance of $443 in 2000 and $328 in 2007 . .c.occoiiiivieiiei e e 27,132 13,523
IV B0 IES ettt ee et ettt ettt ee ettt et et e et e et et a1 23,773 22,695
INCOME tAXES TECEIVANIE ..o.iiii i e e b et ettt 1,349 917
Deferred INCOME TAXES .viiiii oottt ettt e 2,834 1,864
Prepaid expenses and Other CUMTENT @SSETS ... oottt et ev bt ebe e es 344 654
TOTAl CUMENT BSSBIS 1iiivi ittt ettt ettt e et et e e 85,168 134,235
Property, plant and EOUIDMIENT, MET .. oo e et e e et e et ea et 3,824 5,221
AN G DS e e e e e e 2,520 2,181
DETErrem INCOMIEB TAXES . viivii ittt ettt e e e et e et ettt a e es e te et e a e eae e et e st e e be e et e arseeeaia s 6,628 5,790
ORI BSSBIS 1.oiiei ittt 414 311
TOTAE B SETS ettt ittt ettt e e e et et e et e e et e s ee ettt e e e e $98,654 $147,798
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
ACCOUNTS PEYADIE ..ottt et et ettt a e ettt $ 3,517 $ 783
~Accrued liabilities:
COMIMUSSIONS ... ocve e e e et e ' 622 180
Payroll and related @XPENSES ... i et e et 1,851 727
AN T4 =1 a1 o T OO O OO RO O O U P P PR U PRSP PRO 1,072 972
DB BITEA TBVENUS ... it et e et ettt et 4,999 1,489
Other CUITENE IDIITIES ...t ettt e et et e e e et 2,985 1,491
Total CUITENT IADIITIES vt et ettt ettt e b et e 15,046 5,648
Commitments and contingencies
Stockholders' equity:
Preferred stock, $0.001 par value, 5,000,000 shares authorized, no shares issued
and outstanding at December 31, 2000 and 2007 ...iioiiiiivio e e — —_
Common stock, $0.001 par value, 50,000,000 shares authorized, 14,871,885 and
16,136,003 issued and outstanding at December 31, 2000 and 2001, respectively .......ccocvvveniivinrenn. 15 16
Additional paid-in capital.................occo i 87,385 134,315
Accumulated other comprehensive loss (275) (304)
Retained earnings {accumulated deficit) (3,617) 8,123
Total STOCKNOIAEIS" BQUILY .oive it et e ettt et 83,508 142,150
Total liabilities and StOCKNOIAEIS  BQUILY ... ..ottt et e ereee $98,554 $147,7398

The accompanying notes are an integral part of these consolidated financial statements.
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f Consolidated Statemenis of Inemme

i Year Ended December 31,

(In thousands, except share and per share data) 1999 2000 2001

il REVENUES oottt e et et $38,095 $88,107 $79,398
: COST O TEVEMUBS ... evcvsceeceet ettt ettt st 18,301 41,854 39,798
GROSS PIOIt ...t eeeeeeeeeeeeeeeoe oottt 19,794 46,253 39,600
F Operating expenses:

! Research and development ... 5,003 9,022 11,625
! Selling, general and adminiSTrative ...t . 9,588 14,463 12,171
AMOTIZATION .veitiii ettt ettt e e et e et et et e e te e e e s te s ere ettt a s 436 339 339
TOtal OPErEtING EXPENSES ...oviiiiiieiiet it ee sttt e sib ettt e ab e et e ats e e eeeartraatereesareanseeeans 15,027 23,824 24,135
OPIALING INCOME rvvvv oo oeeeoeseee oo eees e eee e ee e oo ssee oot st eee e 4,767 22,429 15,485

Interest expense (iNCOMe) aNd OThET, NEL. ..o et 3,680 (2,174) {(2,774)
! Income before provision (benefit) for income taxes, extraordinary item and
: cumulative effect of a change in accounting principle ..o 1,087 24,603 18,239
Provision (benefit) for iNCOME taXES ......oviiviie e eree e (2,179 {431} 6,499
i Income before extraordinary item and cumulative effect of a change in
i ACCOUNTING PIINCIPIE oottt e ettt et et e s e 3,266 25,034 11,740
K Extraordinary item (net of tax of $5) ... s 427 — —_
:i Cumulative effect of change in accounting principle {net of tax of $924) ... — 1,458 —_
N BT MO e e et et e e e e e et eee s 2,839 23,576 11,740
E Preferred stock dividends ...........coooeeiiiniene e e e et e 508 — —
i Net income available to common stockholders ... $ 2,331 $23,676 $11,740
!
f‘ Basic earnings per share:
I Income before extraordinary item and cumulative effect of a change in
accounting principle ... .. $ 04 $ 169 $ 074
EXIraordinarny HeMI .o e {0.05) ~ —_
Cumulative effect of a change in accounting principle.... — (0.09) —_
| Preferred StOCk diVIBNGAS .. oot e et (0.06) —~ —_
I Net income available 10 COMMON SLOCKNOIAETS ..........ovovieeeeiesieeees e, $ 030 $ 160 $ 0.74
? Diluted earnings per share:
Income before extracrdinary item and cumulative effect of a change in
ACCOUNTING PIINCIDIE ooviveii ittt et ettt ettt ettt ab et et es $ 0.31 $ 158 $ 0.71
EXITEOTTINGIY TLBIM ..ottt ettt ettt emee e aeenen (0.04) — —_
Cumulative effect of a change in accounting principle ... — (0.09) —
Preferred Stock diVIABNAS .....coviiiiiiei ettt e (0.05) — —
Net income available to common stockhOIdErs ..o, $ 022 $ 149 $ 071
Pro forma amounts assuming the accounting change is applied retroactively (See Note 2B):
Income before extraordinarny ITEIM ....c..ciiiiicee et et $ 2,485 $25,034 $11,740
Per share amounts:
BSIC oot ettt et $ 032 $ 169 $ 0.74
DHIULEA 1ottt b et $ 024 $ 158 $ 071
Net income available 1o common stockholders ... $ 1,650 $25,034 $11,740
Per share amounts:
BaSIC ettt e e e e e e e et ee e e LR b et R ARt e e Rt Rt e be ekt e b e e s enet eaas $ 020 $ 169 $ 074
DHIUTB. oot et ettt et $ 015 $ 158 $ 071
Weighted average number of shares outstanding:
BaSIC 1ttt etii et e e e e et 7,880,622 14,773,295 15,899,933
10 (=To [T TP URPRROTPRR 10,431,477 15,805,188 16,531,461

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Stockholders® BEquity

For the years ended December 31, 1999, 2000 and 2001

The accompanying notes are an integral part of these consolidated financial statements.
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Retained
Additional Other Earnings
Common Stock Paid-in Comprehensive  (Accumulated Comprehensive

{In thousands, except share data) Shares Amount Capital Loss Deficit) Total Income (Loss)
Balance at December 31, 1998 .......... 6,732,394 $2 $ 3424 $(153) $(30,032) $ (26,759
Retirement of common stock:

Class A oo (4,802,281) (2) — — — (2)

Class B .o (2,301,074) — — — — —
Conversion to common stock:

Class A v 4,802,291 5 — — — 5

Class B .o 2,301,074 2 — — — 2
Exercise of stock warrants ............... 2,045,702 2 — — — 2
Issuance of common stock,

net of expenses .........ccococeeiieeni 5,620,000 6 80,833 — — 80,839
Exercise of employee stock options .. 386,610 — 258 — — 2538
NEt INCOME ...t —_ — — — 2,839 2,839 $ 2,839
Accretion of preferred

stock dividend ... — — (508) — — (508)
Issuance of compensatory

S10Ck OPHON ©.ovooveevoeee e — — 1,018 B — — 1,018
Currency translation ............ccc.cecee — — — (84) — (84) (84)
Comprehensive inCOMe.............c........ $ 2,755
Balance at December 31, 1999.......... 14,684,706 15 85,025 (237} (27,193) 57,610
Exercise of employee stock

options and employee stock

purchase plan............c........ s 187,179 — 672 —_ — 672
Net iNCOMe. ..o — — — — 23,576 23,576 $23,576
Tax benefit of exercise of

employee stock Options.................. — — 1,688 — — 1,688
Currency translation .............ccooeeevenenns — — — (38) — (38) (38)
Comprehensive iNCOMe ..........c.c.occ..... $23,538
Balance at December 31, 2000.......... 14,871,885 15 87,385 (275) 3,617) 83,508
Issuance of common stock, ‘

net of eXPenses .......cccocevieevireeennn, 1,000,000 1 42,031 — — 42,032 —
Exercise of employee stock

options and employee stock

pUrchase Plan ....c...cceoovvvevineienn 264,118 — 2,364 — — 2,364 —
NEet INCOME.. oot — — —_ — 11,740 11,740 11,740
Tax benefit of exercise of ‘

employee stock options.................. — — 2,635 — — 2,635 —
Currency translation ...........cc....ceooiee — — — (29) — {(29) (29}
Comprehensive inCOmMe ...........ccov.ovee $11,711
Balance at December 31, 2007 ... 16,138,003 $16 $134,315 $(304) $ 8123 $142,150




Consolidated Statements of Cash Rlows

Year Ended December 37,

{In thousands/ 1999 2000 2001
Cash flows from operating activities:
BT IMCOIMIE ittt ettt et ettt e et et e e s et e et e et e e es s eae b e ann e $ 2,839 $23576  $11,740
Adjustments to reconcile net income to net cash provided by (used in} operating activities:
AMIOTTIZATION 11 oottt ettt et ettt e e e et ettt et et et et e ettt e b 436 339 339
Amortization of UNEArNEed COMPENSETION ... ...iiiieiie ittt eee ettt et ettt 1,018 — -
BB I AT ION .. i e e e e e 568 661 1,027
EXIraordinany IEEIM ..o e e 427 — -
Provision for doubtful B0COUMTIS ..o e e 6 143 (115}
Deferred income taxes .......ccoccooeviiveiciiieeee e (2,312) (7,150) 1,808
Tax benefit for exercise of employee stock options — 1,688 2,535
Decrease (increase) in assets:
ACCOUNTS TECEIVADIE ... oo e e e e et (5,116) (17,815) 13,709
INCOME 1aXES TECEIVADIE ... e 270 {1,349) 432
Y=Y o (o] =Y OO PSR SO s EPRURUOP U (1,982)  (12,400) 1,067
Prepaid eXpenses and Other GSSBLIS .. i e e e e (408) (46) (221)
Increase {decrease) in liabilities:
ACCOUNES PAYADIE. ..ottt ettt e et 1,054 1,347 (2,726)
Accrued labilities ... 1,038 1,178 {1,659)
Deferred revenue.... 654 4,345 (3,510)
Other current liabilities 794 857 (1,468)
Net cash provided by {(used in) operating aCtiVITIES ... .....cooeooiiiiiii e (714) (4,626) 22,958
Cash flows from investing activities:
Purchase of property, plant and QUIDMENT ... es et (1,036) (1,388} (2,431)
Proceeds from disposal of property, plant and equIpMENT ..o 51 16 —
Net cash used in INVESTING BCTVITIES .ovvii e e e (985) (1,372) (2,431)
Cash flows from financing activities:
Principal borrowings on 1ong-term debt. ... e 2,345 — -
Principal payments on long-term debt... (30,396} — —_
Net borrowings under ling of credit..........ccoovii i (8,600) — -
Exercise of employee stock options and employee stock purchase plan 258 672 2,364
Redemption of preferred StoCK ......ccooevecoivoiiiiiiei e, et e eaa e (7,122) — —_
Issuance of commOon STOCK, NBT Of EXPENSES ..oc.viiiii i e 80,845 — 42,032
Net cash provided by financing @CHVILIES ..ot e 36,330 672 44,398
Effect of exchange rate changes on Cash ... e 14 (14) {17)
Net increase (decrease) in cash and cash eqUIVAIENTS ..o e 34,645 (5,340) 84,306
Cash and cash equivalents at beginning of PEriod ..........cocceiiiiiiee e ) 431 35,076 29,736
Cash and cash equivalents at end of PEFIOT ... e $35,076  $29,736  $94,642
Supplemental disclosures of cash flow information:
Cash paid during the period for:
LY (=T Y] SO OO O U PURRORTPRSUPRORPRRTRR $ 3,275 — —
IMCOMIE TBXES 11t iiiee et ettt ettt et r e ettt a e e — $ 54b4 § 2,030

The accompanying notes are an integral part of these consolidated financial statements.
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- Notes to the Consolidated Financial Statements B ]

(In thousands, except share and per share data)

@ ORGANIZATION AND NATURE OF OPERATIONS:

Rudolph Technologies, Inc. {the “Company”) designs, develops,
manufactures and supports high-performance process control
metrology systems used in semiconductor device manufacturing.
The Company has branch sales and service coffices in Korea,
Taiwan and Singapore and a wholly-owned sales and service sub-
sidiary in Europe. The Company operates in a single segment and
supports a wide variety of applications in the areas of diffusion,
etch, lithography, CVD, PVD, and CMP.

Ez} SUMMARY OF SIGNIFICANT ACCOUNTING POLICTES:

A. Consolidation:

The consolidated financial statements reflect the consolidated
balance sheet, results of operations and cash flows of the
Company and its subsidiary. All intercompany accounts and trans-
actions have been eliminated.

B. Revenue Recognition and Change in Accounting Principle:

Effective January 1, 2000, the Company changed its method
of accounting for revenue recognition to comply with Securities
and Exchange Commission’s Staff Accounting Bulletin No. 101,
Revenue Recognition in Financial Statements (“SAB 101"),
Revenue is now recognized upon shipment provided that there is
persuasive evidence of an arrangement, delivery has occurred,
the sales price is fixed or determinabie, and collection of the
related receivable is reasonably assured. Certain sales of the
Company’s products are sold and accounted for as multiple element
arrangements, consisting of the sale of the preduct and installation.
The Company generally recognizes revenue upon delivery of the
product, which is prior to instaliation, as the actions required to
perform the installation are deemed to be perfunctory. Installation
is deemed to be perfunctory based on the Company's sales and
installation history for similar products and customers and the
fact that other vendors can and have performed the installation.
When customer acceptance is subjective and not obtained prior to
shipment, the Company defers a portion of the product revenue
until such time as positive affirmation of acceptance has been
obtained from the customer. Customer acceptance is generally
based on the Company’s products meeting published performance
specifications. The amount of revenue allocated to the shipment
of products is done on a residual method basis. Under this
method, the total arrangement value is allocated first to undelivered
contract elements, based on their fair values, with the remainder
being allocated to product revenue. The fair value of installation
services is based upon billable hourly rates and the estimated
time to complete the service. Revenue related to undelivered
installation services is deferred until such time as installation is
completed at the customer’s site. Previously, the Company had
recognized revenue upon shipment of equipment to customers,
which usually preceded installation and final customer acceptance,
provided final customer acceptance and collection of the related
receivable were probable.

The effect of the change was to increase revenue by $4.2 million
for the year ended December 31, 2001 and decrease revenue by

RUDOLPH TECHNOLOGIES, INC.

$2.1 million for the year ended December 31, 2000. The deferred
revenue balance to be recognized in future periods in connection
with the implementation of SAB 107, as of December 31, 2001
was $0.2 million.

Revenues from parts sales are recognized at the time of ship-
ment. Revenue from service contracts is recognized ratably over
the period of the contract. A provision for the estimated cost of
fulfilling warranty obligations is recorded at the time the related
revenue is recognized.

Sales contracts with distributors contain fixed prices, current pay-
ment terms and are not subject to distributor’s resale or any other
contingencies. Accordingly, sales of finished products to distributors
are recognized as revenue at the time of shipment. Distributors do
not maintain inventory of our products, other than a small quantity
of spare parts for warranty and maintenance purposes.

C. Estimates:

The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of
America reguires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and dis-
closure of contingent liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the
reporting period. Significant estimates made by management
include allowance for doubtful accounts, inventory obsolescence,
depreciation, amortization, taxes, contingencies, and product war-
ranty. Actual results could differ from those estimates.

D. Cash and Cash Equivalents:

Cash and cash equivalents include cash and highly liquid
debt instruments with original maturities of three months or less
when purchased.

E. Inventories:

Inventories are stated at the lower of cost {first-in, first-out) or
market. Demonstration units, which are available for sale, are
stated at their manufacturing costs and reserves are recorded to
adjust the demonstration units to their net realizable value.

F. Property, Plant and Equipment:

Property, plant and equipment are stated at cost. Depreciation
of property, plant and equipment is computed using the straight-line
method over the estimated useful lives of the assets which are thirty
years for buildings, seven years for machinery and equipment and
furnitures and fixtures, and three years for computer equipment.
Leasehold improvements are amortized using the straight-line
method over the lesser of the lease term or the estimated useful
life of the related asset. Repairs and maintenance costs are
expensed as incurred and major renewals and betterments are
capitalized. Long-lived assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. If the fair value is less than the
carrying amount of the asset, a loss is recognized for the difference.
Asset impairment is determined based upon undiscounted cash
flows. The fair value of an asset is computed based upon discounted
cash flows. In the opinion of management, no such events or
changes in circumstances have occurred.
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G. Intangibles:

Intangibles consist of goodwill and purchased technology
which dre amortized on a straight-line basis over useful lives of
12 years and 2.5 to 12 years, respectively. Goodwill represents the
excess of the purchase price over the fair value of the net assets
acquired. Intangibles are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying
amount may not be recoverable. In evaluating impairment of
intangible assets, the Company utilizes the same methodology as
discussed in the preceding paragraph.

H. Concentration of Credit Risk:

Financial instruments, which potentially subject the Company to
concentrations of credit risk, consist primarily of accounts receivable
and cash. The Company performs ongoing credit evaluations of
its customers and generally does not require collateral for sales on
credit. The Company maintains reserves for potential credit losses.
The Company maintains cash and cash equivalents with higher
credit quality financial institutions and monitors the amount of
credit exposure to any one financial institution.

1. Warranties:

The Company generally provides a warranty on its products
for a period of twelve to fifteen months against defects in mate-
rial and workmanship. Warranty expense amounted to $470,
$1,349 and $915 for the years ended December 31, 1999, 2000
and 2001, respectively. The Company has established reserves of
$1,072 and $972 at December 31, 2000 and 2001, respectively,
for anticipated future warranty costs.

J. Income Taxes:

The Company accounts for income taxes using the asset and
liability approach for deferred taxes which requires the recognition
of deferred tax assets and liabilities for the expected future tax con-
sequences of events that have been recognized in the Company's
financial statements or tax returns. A valuation allowance is
recorded to reduce a deferred tax asset to that portion which
more likely than not will be realized. Additionally, tax assets are
separated into current and non-current amounts based on the
classification of the related assets for financial reporting purposes.

K. Translation of Foreign Currencies:

The Company has foreign branches in Korea, Taiwan and
Singapore, and a wholly-owned subsidiary in Europe which use their
local currency as their functional currency. Assets and liabilities are
translated at exchange rates in effect at the balance sheet date, and
income and expense accounts and cash flow items are translated at
average exchange rates during the period. Resulting translation
adjustments are recorded directly as a separate component of stock-
holders’ equity. Foreign exchange rate gains and losses included
in operating results are not material for all periods presented.

L. Stock Based Compensation:

The Company grants stock options to employees with an
exercise price egual to the fair value of the shares at the date of
grant, The Company accounts for its employee stock option plan in
accordance with provisions of the Accounting Principles Board's
Opinion No. 25, "Accounting for Stock Issued to Employees”
and, accordingly, recognizes no compensation expense for stock

option grants. The Company provides additional disclosure as
required by Statement of Financial Accounting Standard (“"SFAS")
No. 123, “Accounting for Stock-Based Compensation” (see Note 7).

M. Software Development Costs:

The Company accounts for software development costs in
accordance with SFAS No. 86, “Accounting for Costs of
Computer Software to Be Sold, Leased or Marketed.” SFAS No.
86 requires that certain software product development costs
incurred after technological feasibility has been established, be
capitalized and amortized, commencing upon the general release of
the software product to the Company’s customers, over the eco-
nomic life of the software product. Annual amortization of capital-
ized costs is computed using the greater of: (i) the ratio of current
gross revenues for the software product over the total of current
and anticipated future gross revenues for the software product or
(i) the straight-line basis. Software product development costs
incurred prior to the product reaching technological feasibility are
expensed as incurred and included in research and development
costs. Capitalized costs to date have been immaterial to date and,
accordingly, SFAS No. 86 has no significant impact on the financial
position or results of operations of the Company.

N. Fair Value of Financial Instruments:

The carrying amounts of the Company’s financial instruments,
including cash and cash equivalents, accounts receivable,
accounts payable and accrued liabilities approximates fair value
due to their short maturities.

O. Risks Inherent in the Business:

The Company sells its products to the semiconductor device
industry and believes that changes in any of the following areas
could have a material adverse effect on the Company’s financial
position, results of operations or cash flows: advances and trends in
new technologies and industry standards; competitive pressures in
the form of new products or price reductions on current products;
changes in product mix; changes in the overall demand for products
and services offered by the Company; changes in customer relation-
ships; litigation or claims against the Company based on intellectual
property, patent, product, regulatory or other factors; risks associated
with changes in domestic and international economic and/or political
conditions or regulations; dependency on suppliers and availability
of necessary product components and the Company’s ability to
attract and retain employees necessary 1o support its growth.

P Recent Accounting Pronouncements:

In July 2001, the Financial Accounting Standards Board issued
SFAS No. 141, “Business Combinations” (effective July 1, 2001)
and SFAS No. 142, “Goodwill and Other Intangible Assets”
{effective for the Company on January 1, 2002). SFAS No. 141
prohibits pooling-of-interests accounting for acquisitions. SFAS
No. 142 specifies that goodwill and some intangible assets will
no longer be amortized but instead will be subject to periodic
impairment testing. The Company does not expect the adoption
of SFAS No. 142 to have a significant impact on its financial posi-
tion and results of operations. Amortization of goodwill was
immaterial for the year ended December 31, 2001.
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In August 2001, the Financial Accounting Standards Board
issued SFAS No. 143, “Accounting for Asset Retirement Obliga-
tions” (effective for fiscal years beginning after June 15, 2002).
SFAS No. 143 addresses accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and
retirement of assets. The Company does not expect the adoption
of SFAS No. 143 to have a significant impact on its financial posi-
tion and results of operations.

in October 2001, the Financial Accounting Standards Board
issued SFAS No. 144, "Accounting for the Impairment or Disposal
of Long-Lived Assets.” SFAS No. 144 changes the accounting for
long-lived assets by requiring that all long-lived assets be measured
at the lower of carrying amount or fair value less cost to sell, whether
reporting continuing operations or in discontinued operations.
SFAS No. 144, which replaces SFAS No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to
Be Disposed Of,” is effective for fiscal years beginning after
December 15, 2001. The Company does not expect the adoption
of SFAS No. 144, which is effective for the Company as of
January 1, 2002, to have a significant impact on its financial position
and results of operations.

Q. Reclassification:

Certain prior year accounts have been reclassified to conform
to the current year’s presentation.
53} PROPERTY, PLANT AND EQUIPMENT:

Property, plant and equipment is comprised of the following:

December

2000 2001
Land and building.........c.ccoccoiiiii $1.63%5 $2,611
Machinery and equipment............cocoeeveniiiien. 882 1,410
Furniture and fiXtUres ........coeceiiiivinis e 864 1,181
Computer equipment ... 1,643 2,139
Leasehold improvements ..o, 832 789

5,860 8,130
Accumulated depreciation ............ccceeeeiiiiinenn. (2,036) (2,909}
Property, plant and equipment, net.................. $3,824 $5,221

e

Depreciation expense amounted to $568, $661 and $1,027 for
the years ended December 31, 1999, 2000 and 2001, respectively.

LA INVENTORIES:
-4. O :

Inventories are comprised of the following:

December
2000 2001
Materials ... $10,701  $15,048
WOTK-IN-ProCeSS oo 11,295 5,837
Finished goods .......oociviiiiii e 1,777 2,010
Total INVeNTONES ....ooviiiieeie e, $23,773 $22,695

The Company has established reserves of $960 and $1,426 at
December 31, 2000 and 2001, for slow moving and obsolete
inventory.

E5= INTANGIBLES:

Intangibles are comprised of the following:

December
2000 2001
Purchased technology ..o, $22731 $22,731
GoodWill ..o 3,178 3,178
25,809 25,309
Accumulated amortization .........cceooiienn, (23,389) (23,728)
Total intangibles ..., $ 2520 3 2,181

Amortization of intangibles amounted to $436, $339 and $339 for
the years ended December 31, 1899, 2000 and 2001, respectively.

%} COMMITMENTS AND CONTINGENCIES:

The Company rents space for its manufacturing and service
operations and sales offices. Total rent expense for these facilities
amounted to $510, $797 and $1,169 for the years ended
December 31, 1998, 2000 and 2001, respectively.

The Company also leases certain equipment pursuant to oper-
ating leases, which expire through 2004. Rent expense reiated to
these leases amounted to $64, $52 and $169 for the years ended
December 31, 1999, 2000 and 2001, respectively.

Total future minimum lease payments under noncancelable
operating leases as of December 31, 2001 amounted to $810, $644,
$475, $465 and $304 for the years 2002 to 2006, respectively.

Under various licensing agreements, the Company is obligated
to pay royalties based on net sales of products sold. There are no
minimum annual royalty payments. Royalty expense amounted to
$924, $3,285 and $2,924 for the years ended December 31,
1999, 2000 and 2001, respectively.

The Company was previously involved in a patent interference
proceeding with Therma-Wave, Inc. in the United States Patent
Office. In this proceeding, the Company was defending its patent
rights with respect to some of the multipie angle, multiple wave-
length ellipsometry technology it uses in its transparent thin film
measurement systems. Therma-Wave requested that the pro-
ceeding be initiated in 1993 by filing a reissue application for one
of its own patents, in which it sought to broaden the original
issued claims. The proceeding was initiated by the Patent Office
in June 1998. On September 28, 2001 a settlement was reached
between the Company and Therma-Wave. No financial consideration
was paid by either party.

From time to time the Company is subject to legal proceedings
and claims in the ordinary course of business. The Company is
not involved in any legal proceedings that would have a material
effect on the Company's financial position or resuits of operations.
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=7= EMPLOYEE BENEFIT AND STOCK OPTION PLANS:

In 1996, the Company adopted the 1996 Stock Option Plan
{the "Option Plan”). Under the Option Plan, the Company was
authorized to grant options to purchase up to 1,069,902 shares
of common stock. All of the outstanding options became
100% vested upon the initial public offering of the Company on
November 12, 1998. As of December 31, 2000 and 2001, there
were no shares of commaon stock reserved for future grants
under the Option Plan.

During 1999, options issued to employees under the Option
Plan entitled the holders to purchase shares of common stock at
a per share price of $0.56, which was less than the estimated fair
value of the common stock on the date of grant. As a result, the
Company recognized compensation expense of $1,018 for the
difference between the estimated fair value of the common stock
on the date the option was granted and the exercise price.

The Company established an Employee Stock Purchase Plan
{the "ESPP") effective August 31, 1999, Under the terms of the
ESPP eligible employees may have up to 15% of eligible com-
pensation deducted from their pay and applied to the purchase of
shares of common stock. The price the employee must pay for
each share of stock will be 85% of the lower of the fair market
value of the common stock at the beginning of the offering period
or at the end of the applicable six month purchase pericd. The
ESPP qualifies as a non-compensatory plan under section 423 of
the Internal Revenue Code. As of December 31, 2000 and 2001,
there were 265,548 and 520,099 shares available for issuance
under the ESPP, respectively.

The Company established the 1999 Stock Plan (the 1999
Plan") effective August 31, 1999. The 1399 Plan provides for the
grant of 2,000,000 stock options and stock purchase rights, subject
to annual increases, to employees, directors and consultants at
an exercise price equal to or greater than the fair market value of
the common stock on the date of grant. Options granted under
the 1999 Plan vest over a five year period and expire ten years
from the date of grant. As of December 31, 2000 and 2001, there
were 1,009,634 and 472,492 shares of common stock reserved
for future grants under the 1999 Plan, respectively.

SFAS No. 128, "Accounting for Stock-Based Compensation,”
requires the disclosure of pro forma operating results had the
Company adopted the fair value method. Under SFAS 123, the
fair value of stock-based awards to employees is calculated
through the use of option pricing models. For the year ended
December 31, 1999, with the exception of the ESPP, the fair
value of each option grant was estimated on the date of the grant
using the Black-Scholes option-pricing model using a dividend
yield of 0%, volatility of 66%, expected life of an option of 9 years
and & risk-free interest rate of 4.85%. For the year ended
December 31, 2000 the fair value for each option grant was esti-
mated on the date of grant using a dividend yield of 0%, volatility of
109%, expected life of an option of & years and a risk free interest
rate of 5.2%. The fair value for each option grant from the ESPP
was estimated on the date of grant using a dividend yield of 0%
volatility of 109%, expected life of 6 months and a risk free interest
rate of 5.2%. For the year ended December 31, 2001 the fair value
for each option grant was estimated on the date of grant using a

dividend yield of 0%, volatility of 956%, expected life of an option of
5 years and a risk free interest rate of 3.5%. The fair value for each
option grant from the ESPP was estimated on the date of grant
using a dividend yield of 0% volatility of 95%, expected life of
6 months and a risk free interest rate of 3.56%. Based on the
Black-Scholes option-pricing model, the weighted average estimated
fair value of employee stock option grants was $7.58, $28.33 and
$23.16 for 1999, 2000 and 2001, respectively. The weighted average
estimated fair value of options granted under the ESPP was
$24.50 in 2000 and $11.40 in 2001.

For purposes of pro forma disclosures, the estimated fair value
of the options is amortized to expense over the option’s vesting
period. Had compensation costs been determined based upon
the fair value at the grant date for awards under the Option Plan,
consistent with the methodology nrescribed under SFAS No. 123,
the Company’s pro forma net income attributable to common
stockholders under SFAS No. 123 would have been $2,846,
$21,879 and $8,395 for the years ended December 31, 1999,
2000 and 2007, respectively. The pro forma basic net income per
share would have been $0.36, $1.49 and $0.53 for the years
ended December 31, 1999, 2000 and 2001, respectively. The pro
forma diluted net income per share would have been $0.28,
$1.40, and $0.51 for the years ended December 31, 1999, 2000
and 2001, respectively. With the exception of the options noted
above, the exercise price of option grants was equal to the fair
market value of the Company’s common stock at the date of
grant. Since options vest over several years and additional awards
are expected to be issued in the future, the pro forma results are
not likely to be representative of the effects of the application of
the fair value based method on future pericds.

The following tables summarize the stock option activity for
the years ended December 31, 1999, 2000 and 2001:

Options Cutstanding

Weighted
Average
Exercise Number of
Number of Price per Shares
Shares Share Exercisable
Balance at
December 31, 1998 .......... 960,521 $ 067 475,607
Granted ..o, 976,202 14.29
Exercised... (386,610) 0.67
Canceled ......cccoocooviivenii (18,451) 13.11
Balance at
December 31, 1999 .......... 1,631,662 9.21 678,311
Granted ..., 247,500 36.18
Exercised........cccooviiveviiiiin, (152,727) 1.17
Canceled ........cooceooiiveiieein . (110,483) 19.35
Balance at
December 31, 2000 .......... 1,515,952 13.68 690,326
Granted ..o 936,425 31.63
Exercised... (221,789) 7.58
Canceled ..., (101,848) 22.47
Balance at
December 31, 2001 .......... 2,128,740 $21.73 667,769
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Stock option information as of December 31, 2001 is as follows:

Options Vested
Options Qutstanding and Exercisable
Weighted Avg.  Weighted Avg.

Options Remaining Exercise Price  Number
Exercise Price  Qutstanding Contract Life per Share Exercisable
$ 0.56-$ 0.73 400,650 6.05 $ 066 400,650
16.00- 16.00 603,623 7.86 16.00 213914
23.40- 33.19 535,034 9.71 29.68 6,698
33.40- 50.75 589,433 8.94 37.38 46,507
$ 0.56-$50.75 2,128,740 8.28 $ 842 667,769

The Company has a 401(k) savings plan to provide retirement
and incidental benefits for its employees. As allowed under
Section 401(k) of the Internal Revenue Code, the Plan provides
‘tax-deferred salary deductions for eligible employees. Employees
may contribute from 1.0% to 15.0% of their annual compensation
to the Plan, limited to a maximum annual amount as set periodically
by the Internal Revenue Service. The Plan provides a 50% match
of all employee contributions up to 6 percent of the employee’s
salary. Company matching contributions to the Plan totaled $170,
$188 and $200 for the years ended December 31, 1899, 2000
and 2001, respectively.

In addition, the Company has a profit sharing program, wherein a
percentage of pre-tax profits, at the discretion of the Board of
Directors, is provided to all employees who have completed a
stipulated employment period. The Company did not make contri-
butions to this program for the years ended December 31, 1999,
2000 and 2001.

E& EQUITY SECURITIES:

On June 14, 1996, the Company issued and sold 1,571,294
shares of Class A voting common stock, $0.0003 par value at
$0.57 per share and 1,046,079 shares of Class B non-voting
common stock, $0.0003 par value at $0.57 per share. The
Company also issued to the holder of the Class A voting common
stock a warrant to purchase 534,951 shares of Class A common
stock of the Company at a purchase price of $0.0003 per share.

During 1998 the Company issued additional Class A voting
commen stock and Class B non-voting common stock in connection
with certain capital contributions. The Company also issued to the
holder of the Class A voting common stock warrants to purchase
945,740 shares of Class A common stock of the Company at a
purchase price of $0.0003 per share based upon the holder’s
antidilution rights.

In November, 1999, the Board of Directors authorized a 35.66-
for-one split of the Class A and Class B outstanding common
stock. All share and per share amounts in the accompanying
financial statements have been adjusted for the split.

On November 12, 1999, 5,520,000 shares of a new single
class of common stock were sold; the net proceeds of $80,845
were used to pay all outstanding debt and redeem all outstanding
redeemable preferred stock. The Company also exchanged each

share of Class A and Class B common stock outstanding for one
share of the new single class of common stock. In addition, all
the outstanding warrants were exercised and exchanged on a
cashless basis for 2,045,702 shares of common stock.

[ @ |
INCOME TAXES:
KA
The components of income tax expense (benefit) are as follows:

Year Ended December 31,

1999 2000 2001
Current:
Federal .....c...ccoovviviiiiiiiieii $ 40 $5,062 $3,963
St e 93 733 728
FOreign oo — — —
133 5,795 4,691
Deferred:
Federal .....coccceeiiiiiiiiiiiiiieeee {2,068) (4,962) 2,132
(244) (1,264) 386
— — (710)
(2,312) (6,226) 1,808
Total'income tax
expense (benefit) ... $(2,179) $ (431) 86,499

Deferred tax assets are comprised of the following:

December 31,

2000 2001
Amortization of intangibles $6,198  $5,427
Deferred revenue ..........coccovieiiiiiiiie 1,737 52
Foreign net operating loss carryforwards ............ — 710
Inventory obsolescence reserve .........ococooveeenee 372 532
FIXEA @SSOIS. . i ivvirieiiii e 136 154
Warranty ..o DR PROURORPROT 392 325
Accounts receivable ........ 172 122
Employee stock options 294 207
Oher i 161 125
Net deferred tax asset.........coceevivvcniiiiiiiiienn, $9,462 $7,654

The provision (benefit) for income taxes differs from the
amount of income tax determined by applying the applicable U.S.
income tax rate to income taxes as follows:

Year Ended December 31,

1999 2000 2001

Federal income tax provision

at statutory rate ..o $ 370 $8,611 $6,201
State taxes, net of

federal effect ... 132 (345) 1,114
Change in valuation allowance...... (2,841) (8,600) -
Research tax credit.................... — (360) (466)
Other oo 160 (263) {350)
Provision (benefit) for

INCOME taXeS ...vvveevviiviceeeee $(2,179) $ (431) $6,499

(200)% (2)% 36%

Effective taxrate ..............coeeene,
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During 1998, the net deferred tax asset was reduced to zero
with a valuation allowance as a result of recurring losses and with
the uncerteinty regarding the Company's ability to generate suffi-
cient taxable income. In 1999 and 2000, based on industry and
internal forecasts combined with the successful completion of
our initial public offering and the reduction of debt, the Company
reduced the deferred tax valuation allowance by $2.8 million and
$8.6 million, for certain deferred tax assets that more likely than
not would be realized.

ﬂ@ GEOGRAPHIC REPORTING AND CUSTOMER

CONCENTRATION:
Year Ended December 31,
1993 2000 2001

Revenues from third parties:
United States ......oooeeervvivinnnn, $17,959 $39,902 $36,749
ASIB Lo 10,798 34,765 29,084
EUTODE e 7,678 10,695 11,546
Other .o, 1,760 2,745 2,019
Total v $38,095 $88,107 $79,338

Customers comprising 10% or more of the Company’s total revenue
for the pericd indicated:

31.2% 19.4% 33.4%

6.3% 21.9% 14.8%

Accounts receivable of customers comprising 10% or more of the
Company'’s total revenue for the period indicated:

$ 3955 ¢ 3,199

B, $ 3,122 3 1,562

Substantially all of the assets of the Company are within the
United States of America.

ﬁﬂ EARNINGS PER SHARE:

The Company has adopted SFAS No. 128, Earnings per Share,
which requires the presentation of basic earnings per share
(“Basic EPS") and diluted earnings per share (“Diluted EPS").
Basic EPS is computed by dividing income available to common
stockholders by the weighted average number of common
shares outstanding during the period. Diluted EPS gives effect to
all potential dilutive common shares outstanding during the period.
The computation of Diluted EPS does not assume conversion,
exercise or contingent exercise of securities that would have an
anti-dilutive effect on earnings.

The computations of Basic EPS and Diluted EPS for the years
ended December 31, 1999, 2000 and 2001 are as follows:

Income - Shares Per-Share
{Numerator) (Denominator) Amount

For the year ended
December 31, 1999

Net income............cocvvevvinnnennn. $ 2,839
Preferred stock dividends ........ (508)
Basic EPS:
Net income available to
common stockholders ...... $ 2,331 7,880,622 $0.30

Effect of dilutive
stock options ... —_

Diluted EPS
Net income available to
common stockholders ...... $ 2,331

2,650,855 (0.08)

For the year ended
December 31, 2000
Basic EPS:
Netincome ....ocoovvvvieeenn $23,576
Effect of dilutive
stock options ...iveieene. —_

Diluted EPS:
Net income ..coovvevvvevveen $23,576

For the year ended
December 31, 2001

14,773,295 $1.60

1,031,893 011

15,805,188 $1.49

Basic EPS:
Net income .oovoeeeeeieieireninn $11,740 15,899,933 $0.74
Effect of dilutive
stock options ........c.......... . — 631,528 {0.03)
Diluted EPS:
Net income ..o, $11,740 16,531,461 $071

For the year ended December 31, 1899, all outstanding
options and warrants were included in the calculation of earnings
per share. For the year ended December 31, 2000 and 2001, the
Company had outstanding options to purchase 184,750 and
420,136 shares of common stock which were excluded from the
calculation due to the anti-dilutive nature of these instruments.

EE'ZE QUARTERLY CONSOLIDATED FINANCIAL DATA
(UNAUDITED):

The following tables present certain unaudited consclidated
quarterly financial information for each of the eight quarters ended
December 31, 2001. In the opinion of the Company’s management,
this quarterly information has been prepared on the same basis
as the consolidated financial statements and includes all adjustments
(consisting only of normal recurring adjustments) necessary to
present fairly the information for the period presented. The results
of operations for any quarter are not necessarily indicative of
results for the full year or for any future period.
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The Company’s business is not seasonal; therefore ysar-over-year quarterly comparisons of the Company's results of operations may
not be as meaningful as the sequential quarterly comparisons set forth below which tend to refiect the cyclical activity of the semi-
conductor industry as a whole. Quarterly fluctuations in expenses are related directly to sales activity and volume and may also reflect

the timing of operating expenses incurred throughout the year.
Quarters Ended

March 31, June 30, September 30, December 31,
2001 2001 2001 2001 Total

REVENUES ..iiiiiiiiee ettt $30,561 $23,088 $15,058 $10,691 $79,398
GrOSS DIOTI ..ottt e 16,748 11,999 8,735 4,118 39,600
Income before income taxes .. 9,691 6,533 1,257 758 18,239
NET INCOMIE L.t 6,101 4,117 859 663 11,740
Net income per share:

BASIC . ovee e $ 040 $ 026 $ 0.08 $ 004 $ 074

Diluted $ 038 $ 025 $ 0.05 $ 004 $ o7
Weighted average number of shares outstanding:

BaSIC oot e 15,363,284 16,039,391 16,081,194 16,111,965 15,899,933

DIIULEA i - 16,057,313 16,712,286 16,649,058 16,697,575 16,531,461

As discussed in Note 2B, the Company changed its accounting method for revenue recognition in the fourth quarter of the year ended
December 31, 2000, effective January 1, 2000. Accordingly, the following unaudited quarterly consolidated financial data for the first
three quarters of the year ended December 31, 2000 has been restated to reflect the impact of the change in accounting method as if

adopted on January 1, 2000.
Quarters Ended

March 31, June 30, September 30, December 31,
2000 2000 2000 2000 Total

Revenues: i

AS TEPOME ..veeiiie it e $16,993 $20,003 $24,649 $28,924 $90,569

Effect of a change in accounting prinGiple ......c.ocoocoeiivirionncri (1,151) (102 (1,209) — (2,462)

As restated or as reported in the fourth quarter ..., $15,842 $18,801 $23,440 $28,924 $88,107
Gross profit:

AS FBPOTEA .. vivii ettt $ 9,025 $10,769 $13,137 $15,784 $48,715

Effect of a change in accounting prinCiple .......ocooeviiviieeniin, (1,151) (102) (1,209) — (2,462)

As restated or as reported in the fourth quarter ..., $ 7.874 $10,667 $11,928 $15,784 $46,253
income before income taxes and cumulative effect of a change

in accounting principle:

AS TEPROMEA ..oty $ 4,621 $ 6,050 $ 7,492 $ 8,902 $27,065

Effect of a change in accounting principle ......... (1,151) (102) (1,209) — (2,462)

As restated or as reported in the fourth quarter ...............ccoeeon. $ 3,470 $ 5,948 $ 6,283 $ 8,802 $24,603
Net income:

AS FEDOMBA ....eoivii et $ 2,851 $ 8576 $ 6,303 $ 8,827 $26,557

Effect of a change in accounting principle ...........cc.oee... (710) (64) (749) — (1,523)

Cumulative effect of a change in accounting principle (1,458) — — — (1,458)

As restated or as reported in the fourth quarter ...........ccccoooree. $ 683 $ 8,512 $ 5,554 $ 8,827 $23,576
Basic earnings per share:

AS TEPOTIE ...t $ 019 $ 058 $ 043 $ 059 $ 1.79

Effect of a change in accounting principle ..o, (0.05) — (0.05) — (0.10}

Cumulative effect of a change in accounting principle................... {0.09) — — —_ (0.09)

As restated or as reported in the fourth quarter .............c.c.ocooeee. $ 005 $ 058 $ 038 $ 059 $ 1.60
Diluted earnings per share;

AS TEPOIEA ... iee e $ 018 $ 054 $ 040 $ 0586 $ 168

Effect of a change in accounting principle .........ococoei i, (0.05) — (0.05) — 0.10)

Cumulative effect of a change in accounting principle.................... (0.09) — — — (0.09)

As restated or as reported in the fourth quarter ...........ccoovvveenenn. $ 004 $ 054 $ 0.35 $ 0.56 $ 149
Weighted average number of shares outstanding:

BaSIC 1ot e 14,684,706 14,730,631 14,801,773 14,859,795 14,773,295

Diluted

15,864,997 15,756,738 15,797,230 15,760,343 15,805,188
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| Reports of Independent Accountants

To the Stockhalders and Board of Directors
of Rudolph Technologies, Inc.:

We have audited the accompanying consolidated balance
sheet of Rudolph Technologies, Inc. (a Delaware corporation) and
subsidiary as of December 31, 2001, and the related consolidated
statements of income, stockholders’ equity and cash flows for the
year then ended. These financial statements are the responsibility
of the Company’'s management. Our responsibility is to express
an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States. Those standards require
that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material mis-
statement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above pres-
ent fairly, in all material respects, the financial position of Rudoclph
Technologies, Inc. and subsidiary as of December 31, 2001, and
the results of their operations and their cash flows for the year
then ended in conformity with accounting principles generally

accepted in the United States.

Roseland, New Jersey
January 25, 2002

To the Stockholders and Board of Directors
of Rudolph Technologies, Inc.:

In our opinion, the accompanying consolidated balance sheet
and the related consolidated statements of operations, stock-
holders’ equity (deficit) and cash flows present fairly, in all mate-
rial respects, the financial position of Rudolph Technologies, Inc.
and subsidiary (the "Company") at December 31, 2000, and the
results of their operations and their cash flows for each of the
two years in the period ended December 31, 2000, in conformity
with accounting principles generally accepted in the United
States of America. These financial statements are the responsibil-
ity of the Company's management; our responsibility is to express
an opinicn on these financial statements based on our audits. We
conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States of
America, which reguire that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles
used and significant estimates made by management, and evalu-
ating the overall financial statement presentation. We beligve that
our audits provide a reasonable basis for our opinion.

As discussed in Note 2B to the consolidated financial state-
ments, during the year ended Decernber 31, 2000 the Company
changed its method of recognizing revenus.

Ly

Florham Park, New Jersey
January 26, 2001
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Market Price for Reglstrant’s Common Bquity and Related Stockholder Matters |

Our common stock is traded on the Nasdag National Market®
under the symbo! “RTEC.” The following table sets forth, for the
periods indicated, the high and low sale prices per share of our
common stock as reported on the Nasdaq National Market.

Price Range of Common Stock

High Low

2000

First Quarter............cceeeiivionne $59.44 $27.06

Second Quarter ... $45.00 $22.00

Third Quarter ....... $48.00 $24.00

Fourth Quarter ..........cccevveeen. $44.00 $22.38
2001

First Quarter ..........c...c..... $53.69 $26.75

Second Quarter $54.50 $27.25

Third Quarter ............coeeeenn. $46.26 $22.30

Fourth Quarter ................ $41.85 $15.52

As of January 24, 2002, there were approximately 58 stock-
holders of record of our common stock.

We have never declared or paid a cash dividend on our
common stock and do not anticipate paying any cash dividends in
the foreseeable future. We currently intend to retain our earnings,
if any, for the development of our business. The declaration of
any future dividends by us is within the discretion of our Board of
Directors and will be dependent on our earnings, financial condi-
tion and capital requirements as well as any other factors
deemed relevant by our Board of Directors.
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N selected Pinancial Data

The following sefected financial data should be read in conjunction with our Consolidated Financial Statements and the related Notes
thereto appearing elsewhere in this Annual Report, and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations.” The balance sheet data as of December 31, 2000 and 2001 and the statement of income data for the years ended
December 31, 1999, 2000 and 2001 set forth below were derived from audited consclidated financial statements included elsewhere in
this Annual Report. The balance sheet data as of December 31, 1997, 1998 and 1999, and the statement of income data for the years
ended December 31, 1997 and 1998 were derived from audited financial statements not included herein.

Year Ended December 31,

{In thousands, except share and per share data) 1997@ 1998 1999 2000 2007
Statement of Income Data:
BBVENUBS ..ottt ettt ettt e $ 35,339 $ 20,106 $ 38,095 $88,107 $ 79,398
GrOSS PIOTH L oreieii ittt e e et e 21,436 6,927 19,794 48,253 39,600
Income (loss} before extraordinary item and cumulative effect
of a change in accounting PrinCipIe ......coceiiiiie i (1,001) (14,078) 3,266 25,034 11,740
Net income (loss) available to common stockholders............occoocioiinenn {1,469) (14,585) 2,331 23,576 11,740
Net income {loss) per share available to common stockholders
from continuing operations:
Basic:
Income {loss) before extraordinary item and cumulative
effect of a change in accounting principle ......cc.occoiivveiiiiin, $ (0.38) $ (3.13) $ 041 $ 169 $ 074
EXTraordinary Hem® . e — — (0.05) — —
Cumulative effect of & change in accounting principle ... — — — (0.09) —
Preferred stock dividends ... (0.18) 0.11) {0.06) — —
Net income (loss) available to common stockholders............ccocveeeveeniae, $ (0.56) $ (3.24) $ 030 $ 160 $ 074
Diluted:
Income (loss) before extraordinary item and cumulative effect
of a change in accounting prinGipIe .........ocooovivecieiee e, $ (0.38) $ (3.13) $ 031 $ 158 $ 071
EXTraordinary iteM .....ccvvieeeieiiie et — — (0.04) — —
Cumulative effect of a change in accounting principle .. — — — (0.09) —
Preferred stock dividends ............cooeeiviiiic e (0.18) (0.11) (0.05) — -
Net income (loss) available to common stockholders.........c..cooee. $ (0.56) $ (3.24) $ 022 $ 149 $ 071
Pro forma amounts assuming the accounting change is applied
retroactively (See Note 2B of the Notes to the
Consolidated Financial Statements):
Income (loss) before extraordinary ItEM .....c..cccooeiiivcieeiieceecce e, $(13,610) $ 2,485 $25,034 $ 11,740
Per share amounts:
BASIC .oiviiiitieeeeti et e bttt $ (3.02) $ 032 $ 189 $ 074
DU 1t $ (3.02) $ 024 $ 158 $ 071
Net income (loss) available to common stockholders $(14,117) $ 1,550 $25,034 $ 11,740
Per share amounts:
BaSIC vttt e e $ (3.13) $ 020 $ 169 $ 074
DHUTEA oottt $ (3.13) $ 015 $ 1.58 $ 071
Weighted average common shares outstanding:
BESIC 1o oeiteiieiit sttt 2,617,373 4,503,396 7,880,622 14,773,295 15,899,933
DHULEA ...t v e 2,617,373 4,503,396 10,431,477 15,805,188 16,531,481
' December 31,
1997 1998 1999 2000 2001
Balance Sheet Data:
Cash and cash eguivalents ..o $ 189 $ 43 $ 35,076 $29,736 $ 94,642
Working capital (deficit) . 3,134 (1,052) 49,217 70,122 128,847
018l BBSETS oot e 28,513 21,121 64,947 98,554 147,798
Long-term debt, less current portion ... 24,000 25,370 — — —_
Redeemable preferred STOCK. ... 6,107 6,614 — — _
Retained earnings (accumulated deficit) ..., (15,954) (30,032) (27,193) (3.617) 8.123
Total stockholders’ equity (deficit) ..o (15,327) (26,759) 57,610 83,508 142,150

(1) In 1999, an extraordinary loss was recorded for the early extinguishment of debt.

(2) For periods prior to 1998, data was not available to provide pro forma information as if the change in accounting principle was applied retroactively.
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